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Introduction
Private Investment in Public Equity (PIPE) has recently become an important equity selling mechanism and a viable alternative to Seasoned Equity Offering (SEO) for public firms to raise follow-on equity. In the US, PIPEs have surpassed SEOs both by number and amount of capital raised in recent years (Chen et al. 2010) . PIPEs are also becoming popular in other parts of the world. PIPEs accounted for 56% to 75% of all follow-on equity issues by value in Canada, UK and Australia and 22% in Hong Kong, Special Administrative Region of China in 2008 (Haggard et al. 2009 ). Emerging markets, such as India and China, have also experienced a significant increase in PIPEs. Yet little is known about how firms in these countries make the choice between PIPEs and SEOs to raise equity capital.
PIPEs are a form of private placements that allow public firms to issue stocks privately to a small group of investors, without the need for public registration prior to the issue. Typical SEOs, in comparison, entail selling new shares to a large number of relatively uninformed retail investors. The literature has identified asymmetric information and access to public markets as an important determinant of this choice between PIPEs and SEOs (Chemmanur and Fulghieri, 1999 , Gomes and Philips, 2012 , Hertzel and Smith, 1993 , and Wu 2004 . Firms are more likely to issue PIPEs rather than SEOs when information asymmetry is high. For example, a firm 3 manager/owner (i.e. insiders) may have significant information about the future prospects of the firm but cannot reveal it either due to strategic reasons or due to lack of credibility. In such a situation potential investors (i.e. outsiders) may undervalue the firm. Most of the existing empirical work on the choice between those two equity issuing mechanisms has focused on US based firms Smith, 1993 and Wu 2004) .
1 A major contribution of our paper is to extend this analysis to firms based in developing countries. These firms are more likely to suffer from problems associated with asymmetric information that drive the choice between those two equity selling mechanisms.
Our paper empirically examines potential motivations of why certain firms choose to raise equity in the PIPE market rather than the traditional SEO market in nine developed and developing Asian countries. We use data from the Asian Venture Capital Journal (AVCJ) database that provides data on PIPE financing raised from Private Equity (PE) investors. While many other institutional investors also buy stakes in publicly listed companies in the PIPE market, PE firms are regarded as sophisticated investors who conduct rigorous screening before making their investments. Retail investors who buy equity in the SEO market are typically perceived to be uniformed with limited ability to obtain and process information about firms.
The pronounced difference in investor sophistication across these two groups allows us to clearly test the impact of asymmetric information on issuance choice. By focusing on a single class of PIPE investors we also hope to reduce any regulatory variation that may exist across the different countries in our sample.
1 The few studies looking at equity raising in international markets have focused largely on other developed countries. For example, Cronqvist and Nilsson (2005) examine the choice between private placement and rights offerings in Sweden. Carpentier and Suret (2010) describe the Canadian PIPE market while Haggard et al. (2009) examine separately the PIPE markets in Canada, Australia, Hong Kong, Speical Administrative Region of China and the UK.
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To explore the firm's choice of equity raising mechanism, we first examine if the preissue stock price performance differs systematically across PIPE and SEO issuers. Any study of follow-on equity issuance needs to account for widely documented "market -timing" effect.
Firms that undertake SEOs experience a significant run up in their share price immediately prior to the SEO announcement (see, for example, Asquith and Mullins, 1986 , Jung et al. 1996 , Loughran and Ritter, 1997 , and Hovakimian et al. 2001 ). Baker and Wurgler (2002) argue that this pattern can be explained by managers attempting to time the market when issuing equity to benefit existing shareholders by selling overvalued equity. This argument has been supported by an anonymous survey of CFOs reported by Graham and Harvey (2001) . Almost two-thirds of the CFOs admitted to being influenced in their equity issue decision by the prevailing share price of their firm. We extend the tests of such market timing to our sample of PIPE as well as SEO issuers.
Thus, we test if a "market-timing" effect exists for our sample of international issuers.
We find that firms with poorer pre-issue stock market performance are more likely to issue
PIPEs. In the 12 months before the issue date, the stock market return of SEO issuing firms is almost twice as large as that of PIPE issuing firms and firms with a stronger pre-issue stock market performance are more likely to issue equity via a SEO. Even though we find that SEO issuers have a significantly higher run-up preceding the issue, both SEO and PIPE issuers have a significant increase in stock price before the equity issue.
Next we test whether, compared to SEO issuing firms, PIPE issuing firms suffer from higher levels of asymmetric information and/or are more financially distressed. The literature on the US market suggests that both issues are present and that PIPEs in that sense present a "financing of last resort" for firms that may otherwise not have access to more traditional capital 5 raising alternatives. Our empirical analysis fails to find any evidence that suggests that issuers choosing PIPEs over SEOs have higher levels of asymmetric information or weaker operating performance. In fact, PIPE issuers in our sample are likely to have a stronger operating performance. This stands in sharp contrast to the US literature that finds PIPE issuers to be small, young, and financially distressed (Dai 2007 , Brophy et al. 2009 , Chaplinsky and Haushalter, 2010 and James 2012 . Our results on lack of significance for asymmetric information are in contrast to Wu (2004) and Gomes and Phillips (2012) who provide empirical evidence that
shows that the probability of private placement increases significantly as asymmetric information increases for US based firms.
We also examine if PE investors provide certification and monitoring benefits to PIPE issuers. We find that the announcement of a PIPE issue is, on average, associated with a significantly higher stock market reaction compared to an SEO issue announcement. This finding suggests that PE investors may play a certification and monitoring role (see Wruck 1989 and Smith, 1993) 2 . Our finding of a smaller but still significantly positive announcement effect for SEO issuances is consistent with positive announcement effects for SEOs in Japan (Cooney et al. 2003) and Hong Kong, Special Administrative Region of China (Wu et al. 2005) but in contrast to the US literature which has documented a significantly negative reaction. Hertzel et al. (2002) and Carpentier et al. (2011) . For instance, Hertzel et al. (2002) find that US firms have poor operating performance both before and after the private equity placement despite an abnormal positive announcement effect. They attribute this to investor over-optimism that does not put sufficient weight on the pre-issue performance of companies and overestimates the value private investors can bring to such firms. Carpentier et al. (2011) find using Canadian data on PIPES that such over-estimation is particularly prevalent within a sub-sample of small growth PIPE issuing firms. Our failure to find any significant improvement in the stock market performance is also consistent with other US studies.
The remainder of the paper is organized as follows. The next section provides some background on the development of the PIPEs market and PE investors. Section 3 describes our data sources and sample selection and provides summary statistics. Section 4 presents our results. Section 5 concludes.
Background on PIPEs and Private Equity (PE) Investors
Private placements have become widely used in the US over the past two decades and more recently also outside the US. We focus on PIPEs and SEOs by industrial companies and exclude transactions by financial companies, insurance companies and real estate entities. To ensure that minimal accounting data is available for the firm in Worldscope, we only keep those transactions that have information available on sales, operating income, total debt, and market capitalization in the fiscal year immediately preceding the issue date. Finally, to make sure that we focus on economically meaningful transactions, we retain only those transactions for which the total proceeds from the equity issue are greater than one million US dollars (in 2008 constant US dollars).
Our combined sample consists of 456 PIPE issues to PE firms and 1,910 SEO issues by industrial firms. 8 Figure 1 presents the calendar time distribution of the PIPE and SEO issues and illustrates the rise of PIPE financing over the sample period. The number of SEO issues is almost 20 times the number of PIPE issues in the year 2000. This ratio decreases to three SEOs per one PIPE in 2007, the year both PIPE and SEO issues reach a peak, before widening again to a ratio of about seven to one. Since these numbers report PIPE issues financed by PE firms only, the overall number of PIPEs is likely significantly higher than the numbers we report. Figure 1 also illustrates the recent decline in both SEOs as well as PIPEs. The decline in PE sponsored PIPE deals is especially dramatic. We speculate that this decline reflects the sharp decline in global PE investments following the financial crisis in the US. Table 1 period with some reduction over the subsequent two years, the beginning of the global financial crisis. The distribution of issues in Table 1 shows substantial variation across countries. The three emerging markets in our sample, China, India and Thailand, account for over 40% of the overall PIPEs sample, both by number and issue volume. The ratio of PIPEs to SEOs in these three countries (129% by number of issues and 50% by issue volume) is also considerably higher than those in the other six countries with more developed stock markets (PIPE to SEO ratio is 15% by number of issues and 14% by volume).
Summary Statistics
We classify all issuers in our sample based on the Industrial Classification Benchmark
Super Sector Code (ICBSSC). Table 2 reports the industry breakdown by equity issue type and there appear to be no distributional differences: Industrial goods and services sector firms are the most frequent PIPE issuers (89) as well as SEO issuers (454) followed by technology firms as the second most frequent group in both samples (64 PIPEs and 174 SEOs). Even though the industry distribution for the two samples is similar we control for industry effects in our regressions by including industry dummies. Table 3 provides descriptive statistics of key issuer characteristics separately for PIPE and SEO issuers. 9 We report both mean and median values. While the average amount raised by PIPEs and SEOs is similar, the median issue proceeds are significantly higher for PIPEs. Both PIPE and SEO issuers are similar in size with average annual sales of $420 million. The distribution of firm size appears to be quite skewed as the median levels of sales is far lower for both PIPEs ($91 million) and SEOs ($80 million). The difference between mean and median net sales of the two samples is statistically insignificant. This suggests that issuer size may not play a big role in the choice between SEO and PIPE financing. This is a strikingly different finding compared to evidence from the US. For example, Chen et al. (2010) report that the book value of assets for SEO issuers is nearly six times larger than the book value of assets of PIPE issuers.
Another contrasting feature is the relative profitability of PIPE issuers compared to SEO issuers in our sample. As mentioned earlier, evidence from the US suggests that PIPEs are issued by distressed firms which have few or no alternative funding options. In our sample, however, PIPE issuers appear to be more profitable than SEO issuers. Both the average and the median return on assets (ROA) are significantly higher for PIPE issuers than for SEO issuers and we find that, 12 compared to the PIPE sample, a significantly larger fraction of the SEO sample reports negative operating income for the fiscal year before the equity issue.
We also report mean and median values for the information asymmetry proxies we employ in our later tests in Table 3 . The univariate analysis of these measures provides no evidence in support of the hypothesis that PIPE issuers suffer from higher levels of asymmetric information than SEO issuers and is at odds with the profile of PIPE issuers in the US (Dai, 2007 , Brophy et al. 2009 , Chen et al. 2010 and Gomes and Philips, 2012 . Asset tangibility as measured by NPPE to Total Assets is significantly higher for PIPE issuers compared to SEO issuers. However, trading volume for an average PIPE issuer is lower than that of an average SEO issuer. PIPE and SEO issuers are statistically similar with regard to analyst coverage and market to book ratio. And finally, the age of PIPE issuers is marginally higher than that of SEO issuers.
Overall, the results of the univariate tests described in Tables 2 and 3 suggest that while PIPE and SEO issuers appear to be of similar size, from similar industries, and have similar levels of asymmetric information, there are differences in terms of their operating performance.
PE financed PIPEs in Asia thus appear to bear little resemblance to similar financing in the US where PIPE issuers are commonly described as young, small and risky firms both in absolute terms and relative to SEO issuers. However, the statistics presented so far only explore the characteristics of PIPE and SEO issuing firms in a univariate way. In the next section we employ multivariate regression models to test more rigorously for differences between PIPE and SEO issuers. We also use event studies to study the stock market performance of firms pre-and post issue to examine whether there are significant differences by issue type. 
Methodology and Results

Does pre-issue stock price performance matter to the choice of equity issuance?
A large body of empirical research finds that SEO issuers in the US experience significant stock price appreciation leading up to the announcement of a SEO. 10 Baker and Wurgler (2002) argue this is no coincidence as managers actively exploit such run-ups in stock price by issuing overvalued stock via a SEO and engage in "market-timing." On the other hand, Hertzel and Smith (1993) argue that firms opt for private placements when management perceives the firm's stock to be undervalued.
We examine whether a similar pattern in pre-issuance stock returns is observed in Asian firms. Following the approach described in Brophy et al. (2009) we calculate buy and hold returns over different event windows as defined below:
where r is the daily return of stock i at time t. We calculate the buy and hold raw returns for each issuer i, over three different event windows and then average raw returns over each window separately for PIPEs and SEOs. To strip out any confounding effect due to the broader stock market movements during the announcement period we also estimate market-adjusted Cumulative Abnormal Returns (CAR):
where r mt is the daily return for the home market stock index of the country in which the issuer is based. As with raw returns, we calculate the mean CAR separately for both the PIPE and SEO samples. Figure 2 illustrates the growth of a hypothetical one dollar investment that is made 260 days before the day of the SEO or PIPE announcement and is held up until 10 days before the announcement date. For an average SEO issuer, the one dollar investment grows by more than 1.6 times while for the PIPE issuer it grows by roughly 1.4 times. Adjusting for market-wide returns reduces the buy and hold returns, however, the returns remain positive. This suggests that both SEO and PIPE issuers may be using a market timing strategy. Table 4 provides the corresponding average raw and market adjusted buy and hold returns for 250, 120 and 55 day holding periods leading up to the PIPE or SEO issue. Similar to the patterns documented in the US, our SEO sample, on average, has a raw return of 71% and a CAR of 37.8% over the year (i.e. 250 trading days) preceding the issue announcement. The shorter pre-announcement periods of 120 days and 55 days also generate highly significant positive abnormal returns. PIPE issuers echo the broad pattern observed for SEOs with significant positive run-up in stock prices in the pre-announcement period. However, as already illustrated in Figure 2 , the magnitude of the stock price increase is significantly smaller for the PIPE sample. For example, in the 55 day window SEO issuers generate a market adjusted excess return of almost 8.5% while the PIPE issuers experience an increase that is only a third as large (2.9%). Overall, our results confirm the market-timing of SEOs found in the US context and the 15 relatively stronger stock market performance of SEO compared to PIPE issuing firms, which have a weaker but still positive performance (Brophy et al. 2009 and Chen et al. 2010 ).
Do PIPE issuers suffer from higher levels of asymmetric information?
What firm characteristics may influence a firm's choice to raise equity capital from SEOs or from PE investors via a PIPE issue? The literature argues that firms with higher levels of provide empirical evidence that shows that the probability of private placement in general and PIPEs in particular increases significantly as asymmetric information about a firm's value increases. We test whether firms issuing PIPEs to PE investors have higher levels of asymmetric information than SEO issuers for our sample of Asian firms. Specifically, we estimate the following probit model for our combined sample:
where the dependent variable equals one if the issuer chooses to use a PE sponsored PIPE and zero if the issuer chooses a SEO. Our variable of interest is Asymmetric Information which we capture in four different ways. Our first empirical proxy is the ratio of Net Plant, Property and Equipment (NPPE) to Total Assets which captures the idea of asset tangibility. Arguably firms with a higher NPPE to asset ratio face lower levels of asymmetric information as tangible assets 16 are easier to value. A complementary measure is R&D intensity. A large outlay on R&D implies significant investment in hard to value, proprietary assets. Firms with a high R&D to sales ratio are therefore considered to have higher levels of asymmetric information. Third, we employ the ratio of average daily trading volume divided by the total number of shares outstanding -a market microstructure measure of asymmetric information -which we refer to as Volume.
Public firms that have a deep and liquid market for their stocks are considered to face lower levels of asymmetric information. Finally, there is a long tradition of using analyst following as a measure of information availability about a firm. Issuers that are covered by a large number of analysts are arguably less susceptible to problems of asymmetric information. Controls is a vector of firm and issue specific factors including amount issued, reported sales of the issuer, age of the issuer calculated as the time elapsed between the firm's IPO date and the date of equity issue announcement, pre-announcement period stock returns and market to book ratio. We also include year, industry and country fixed effects.
Our results in Table 5 indicate that none of the measures of asymmetric information have any explanatory power for the observed choice of equity raising mechanisms in our sample of firms. Unlike in the US, we thus find no evidence that higher levels of asymmetric information increase the likelihood of a PIPE issuance versus a SEO issuance. The only variable that is consistently significant among the firm-and issue-specific variables we include is the age of the firm at the time of the equity issue. We measure age in number of years from the date of the IPO to the date of the proposed equity issue. The marginal effect of 0.002 implies that holding all else constant at sample mean, a firm that is 10 years older has a two percent higher probability of issuing a PIPE versus a SEO. This finding is also different from the US where PIPE issuers tend to be younger and smaller than SEO issuers. Consistent with the earlier univariate results, we 17 find that a larger pre-issue stock return significantly reduces the probability of issuing PIPEs, or in other words, increases the probability of a SEO issue, across all specifications. An extra 1 percent pre-issue period stock return decreases the probability of choosing a PIPE by almost 2 percent, holding all else constant at the sample mean. While the issuer size by itself is not significant, once we include the pre-issue stock performance, the coefficient for size becomes significant and larger issuers are slightly more likely to choose to issue a PIPE.
Given that the literature argues that private investors and PE investors in particular would be especially apt at overcoming potential undervaluation due to asymmetric information it is surprising that we do not find any evidence that asymmetric information significantly influences the equity selling choice.
Are PIPE issuers in greater financial distress than SEO issuers?
All recent studies on the US PIPEs have reported that PIPE financing appears to be the financing of last resort (Dai 2007 , Brophy et al. 2009 , Chaplinsky and Haushalter, 2010 and James 2012), in addition to PIPEs being positively related to measures of asymmetric information. In sharp contrast to findings in the US, our univariate statistics in Table 3 , however, suggest that PEfinanced PIPEs in Asia are associated not only with profitable firms but moreover with more profitable firms compared to SEOs. However, those results do not control for other characteristics that may differ systematically across PIPE and SEO issuers. To more robustly test whether PIPE issuers are more financially constrained or in greater financial distress than SEO issuers, we estimate a probit model similar to the one estimated for Table 5 :
18 where the dependent variable is a dummy variable that equals one if the issue is a PIPE and zero if a SEO.
This time our variable of interest is Financial Health in the fiscal year immediately preceding the year of the equity issue which we proxy with firm profitability. As in our earlier specifications, we control for a number of firm and issue specific factors including amount issued, reported sales of the issuer and pre-announcement period stock returns as well as year, industry and country fixed effects.
Our results in Table 6 suggest that PIPE issues to PE firms are significantly more likely to be done by firms that are less financially distressed, i.e. firms that have a higher profitability compared to SEO issuers, even after controlling for a number of firm-and issue specific characteristics. While a dummy for negative operating income in the fiscal year prior to the issue does not turn up significant, a higher return on assets (ROA) does make it more likely that a firm issues equity via PIPE rather than a SEO. A marginal effect of 0.082 implies that if all else is held constant at the sample mean, a one percent increase in ROA in the year before the issue increases the likelihood of a firm choosing a PIPE over a SEO by 8.2%. The result holds when we use an alternative form of ROA in the last column. There we adjust the regular ROA for the median ROA of firms in the same industry, country, and year as that of the issuer. Since this is an alternative approach to control for year, industry and country fixed effects we do not include the dummy variables in this specification.
Similarly to our finding regarding the lack of asymmetric information being a deciding factor for the choice of equity issue in the previous section, the lack of financial stress for PIPE issuing firms stands in sharp contrast to evidence from the US. Indeed, we find PIPE issuing firms to be less financially distressed as compared to SEO issuers. While the lack of financial 19 distress of the PIPE issuing firms in our sample might be a characteristic of PIPE issuing firms in Asia, the fact that our analysis concentrates on PE financed PIPEs may also play a role. We are not aware of a study that directly contrasts PE investors with other types of investors but the literature documents significant differences in profitability of PIPE issuing firms by investor identity (Dai 2007 , Brophy et al. 2009 and Chaplinsky and Haushalter, 2010 .
Are PE funds perceived to possess certification or monitoring abilities?
Hertzel and Smith (1993) We test in this section whether the patterns of announcement effects across the two different types of follow-on equity financing established in the literature can also be found in our sample of Asian firms by calculating raw buy and hold returns as well as CARs around the announcement date of the PIPE and SEO issues using the methodology from equations 1 and 2 above. Figure 3 illustrates the change in value of a notional one dollar invested 10 days before the issue announcement and held till 10 days after the announcement. On average, a one dollar investment grows to one dollar and eight cents for PIPE issuers. A similar investment in a SEOs 20 issuer only grows to one dollar and five cents. This difference persists even after adjusting for market-wide stock movements.
In Table 7 we report both the raw returns as well as CARs for three different event windows of 21 days, 7 days and 3 days around the announcement date. On average, PIPE issuers experience a raw return ranging from 7.64 percent over a 21 day window to 3.64 percent over a 3 day window. Adjusting for market movements reduces the returns slightly but they continue to be significant at the one percent level. These results suggest that markets do indeed perceive PE investors to provide valuable certification or monitoring services. However, it is worth comparing the market reaction of PIPE issues to that of SEO issues. Unlike in the US -but consistent with evidence from Hong Kong, Special Administrative Region of China and Japan -SEO issues in our sample are also associated with significant positive performance.
Yet while both SEO and PIPE issuing firms on average experience a positive announcement effects, investor identity appears to matter. Regardless of the window we pick, both the raw return and the CAR for an average PIPE issuer are two to three times larger than for an average SEO issuer. These differences are significantly different from zero at the one percent level for shorter windows and at the five percent level for the 21-day window. This suggests markets perceive PE investors to bestow certification or provide monitoring services above and beyond the ability of SEO investors.
While the event study results show that markets appear to reward PE investments, factors other than the choice of equity-selling mechanism may be driving the announcement returns. To examine the relationship between announcement-related return and equity-issue mechanism in a multivariate context, we estimate a general specification of the following form:
where the dependent variable is the CAR for issuer i over three, five, or seven days around the announcement date. The variable of interest is PIPE, a dummy variable that equals one if the equity issue is a PIPE and zero if a SEO. In case PE investors provide value enhancing certification, is predicted to be positive and significant. Controls is a vector of firm and issue specific factors including amount issued, reported sales of the issuer, operating performance, preannouncement period stock returns and market to book ratio. We also include year, industry and country fixed effects.
The regression results reported in Table 8 support our findings in the event study that the announcement effect of a PIPE issue is more positive and thus perceived as more value enhancing by the market than that of a SEO issue, even after controlling for firm and issue specific characteristics. The coefficient estimates for the PIPE dummy range from 0.033 for the three day CAR to 0.041 for the seven day CAR suggesting that the announcement of a PIPE investment by PE investors is associated with an almost four percent greater return compared to that of an SEO announcement. Among the control variables, the profitability of an issuer is negatively associated with the announcement period return suggesting that more profitable firms see a larger decline in share price. All other firm and issue specific control variables have no significant impact on the level of announcement returns.
While our finding of a positive announcement return for PIPE issuers is in line with empirical evidence from the US, as discussed earlier, and some other developed countries (Eckbo et al. 2007) , it is in contrast to the findings of no significant announcement effect for all types of PIPEs in Australia and Hong Kong, Special Administrative Region of China in 2008 22 (Haggard et al. 2009 ). One possible explanation for the different findings is that we focus on PIPE investments by PE firms whereas Haggard et al. (2009) (about 85% of the sample), the stock market reaction is not significant.
Does firm performance improve after PIPEs issues to PE funds?
The event study results of Table 7 around the issue date and Table 4 in the run-up to the issue date suggest a strong certification and monitoring role for PE investors. Here, we consider the post-investment performance of our sample to examine whether the perceived value PE investors bring to firms actually materializes. In the US the post-issue performance of both PIPE and SEO issuers has been shown to suffer significant declines (see Krishnamurthy et al. 2005 and Marciukaityte et al. 2005 , Dai 2007 and Chaplinsky and Haushalter, 2010 for PIPES and Eckbo et al. 2007 for SEOs). Further, Brophy et al. (2009) 
find that returns vary by investor type for
PIPEs and buy-and-hold abnormal returns for non-hedge fund investors while negative are insignificant.
We test whether the post-issue performance of firms raising money from PE investors via PIPEs differs significantly from the firms that raise equity via SEO issues in two different ways.
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First, we focus on stock market returns. 11 Table 9 presents statistical evidence on average raw and cumulative abnormal returns experienced by PIPE and SEO issuers over the 250 trading day period starting 10 days after the issue. On average, the unadjusted raw return for PIPE issuers is 14.92 percent while raw returns for SEO issuers are also positive and significant (6.22 percent) but only about half the level experienced by PIPE issuers. The difference between the PIPE and the SEO sample is significant at the ten percent level. However, it is much harder to argue that the higher stock market performance of the PIPE issuers is associated with PE investors. Once we adjust for market returns the cumulative abnormal return for PIPEs turns negative (-1.76 percent) but is statistically insignificant from zero while the post-issue stock return for SEOs is almost two and half times lower (-4.66 percent) and significantly so. The difference in the performance of PIPEs and SEOs is economically large but statistically insignificant. The negative stock market performance for both PIPE and SEO issuers is in general consistent with the literature, although unlike in the US we find that investors in SEOs face a greater loss relative to PE investors in PIPEs (Chen et al. 2010 ).
Second, we consider changes in the operating performance. We compare the change in firm profitability in the post-issue period relative to the pre-issue period and report the results in Table 10 . We consider the difference between the ROA of each issuing firm two years (three years) after the issue over its ROA in the two years (three years) prior to the issue. The table shows the change for the average PIPE and SEO issuer. We successively look at raw ROA; ROA adjusted for the median ROA in the country of the issuer; ROA adjusted for the median ROA of firms in the same country and year as the issuer; and ROA adjusted for the median ROA of firms in the same industry, country and year as the issuer. None of the issuers, whether PIPE or SEO, experience a significant improvement in profitability. In addition, the difference in improvement is not significant across PIPE and SEO issuers.
Overall, looking at the change in stock market performance or operating performance of firms after the issue, there is no evidence that PE funds bring about an improvement in performance to the issuing firms. This evidence is inconsistent with PE funds engaging in active monitoring of firms (Wruck 1989 ) and the value creating strategies PE investors are commonly credited with (Kaplan and Stromberg 2009 ). However, our observations are in line with investor over-optimism (Hertzel et al. 2002 and Carpentier et al. 2011 ) whereby they overestimate the value private investors can bring to such firms.
Conclusion
This paper explores why certain firms choose to raise equity in the PIPE market instead of the SEO market. Our paper extends the literature on the equity selling choice between PIPEs and SEOs that has so far been almost exclusively focused on the US by providing evidence from nine Asian countries, including China and India. Consistent with the idea that insiders attempt to time the markets and issue equity when the stock price is high, we find that firms issuing SEOs are preceded by a significant higher run-up in stock price compared to those issuing PIPEs. This result is also consistent the undervaluation hypothesis that states that firms are more likely to issue PIPEs when their stock market performance is weak and they perceive their stock to be undervalued. In contrast to the US where this undervaluation appears to be driven by financial distress and asymmetric information, we find PIPE and SEO issuers to be statistically undistinguishable from each other. We also find that the announcement of a PIPE is associated with a significantly higher stock market reaction compared to an SEO announcement, suggesting 25 that PE investors may play a certification or monitoring role. However, we fail to detect any significant improvements in PIPE issuers' operating performance, stock returns, or liquidity when we compare these measures for the pre-issue and the post-issue periods.
Appendix A: Detailed PIPE and SEO Sample Selection
PIPE Sample
AVCJ classifies PE and VC transactions under different categories, including Seed & RD Venture Capital, Start-Up/Early Stage Capital, Expansion/Growth Capital, Mezzanine/Pre-IPO Capital, PIPE Financing, Franchise Funding, Turnaround/Restructuring and Buyouts. We start with the universe of all transactions that are identified by AVCJ as "PIPE Financing," "Mezzanine/Pre-IPO" or "Expansion/Growth Capital." 12 AVCJ identifies "PIPE Financing" deals as PE firms investing in public companies. This category specifically excludes those cases in which a PE firm buys out a public company completely because such transactions are recorded under the "Buyouts" category. AVCJ collects its data on "PIPE Financing" deals from three sources: (1) interviews with PE fund managers or data provided by them directly; (2) searching the announcements from stock exchanges; and, (3) searching news reported by newspapers, journals and data providers. We examine all deals classified as "PIPE Financing" by AVCJ to ensure that these deals involve listed companies. We also examine all deals in the "Mezzanine/Pre-IPO" and "Expansion/Growth Capital" categories for potential PIPE transactions that may have been misclassified by AVCJ. Furthermore, we limit our sample to those transactions for which AVCJ confirms that the transaction did not involve a seller of the equity other than the issuing company and the acquisition technique used is coded as "private placement."
We obtain the IPO date for all firms involved in these three types of transactions from Datastream. We only consider as true PIPEs firms whose IPO date is before the date of the transaction; this ensures that our sample only includes those deals that were undertaken by an already publicly listed firm.
SEO Sample
The SDC database records every type of new equity issues. In order to create the sample of SEO issues we use the following procedure. First, we exclude all issues that involve initial public offerings (IPOs), or offer no new primary shares, or have a missing or zero proceeds amount or a zero offer price. Next, we exclude all issues that are flagged as a rights offering, a private placement, or a strategic investor tranche. This exclusion ensures that the SEO sample consists of firms raising new money from retail investors which allows us to make a cleaner comparison with our PIPE sample. In many instances the SDC database records multiple observations of the same issue, if, for example, tranches of the same issue are placed at different stock exchanges. We aggregate such multiple records by collapsing them into a single observation to ensure we do not double-count any issues. We calculate the amount of total proceeds of the issue as the sum of offer price times total shares offered in this market for each individual issue tranche. (1+return) This figure depicts the average daily raw return and market adjusted return, respectively, by issue type and trading day relative to the issue date across all countries for all years over the period -10 to +10 trading days before and after the issue date. Daily Raw Returns are derived from the return index in Datastream.
Daily market adjusted return is calculated as ( (1+return) 
